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PREFACE 



W, Arthur Lewis concludes his theoretical essay, "Economic Develop- 
ment with Unlimited Supplies of Labor, 1 * with the following paragraph: 



In the classical world all countries have surplus labor. 

In the neo-classical world labor is scarce in all countries. 
In the real world, however, countries which achieve labor 
scarcity continue to be surrounded by others which have 
abundant labor. Instead of concentrating on one country, 
and examining the expansion of its capitalist sector, we 
, , • have to see this country as part of the expanding capi- 
talist sector of the world economy as a whole, and to enquire 
how the distribution of income inside the country and its 
rate of capital accumulation, are affected by the fact that 
there is abundant labor available elsewhere at a subsistence 
wage , . .* 



This paper will comply with Lewis* injunction and will attempt to 
analyze the economic expansion of the Commonwealth of Australia as it 
has been affected by a labor supply largely drawn from outside its own 
national territory. Further, the analysis will be focused in such a way 
as to illuminate the imminence of an important sociological decision-- 
whether or not to liberalize the traditional policy concerning the im- 
migration of non-Europeans, 



Australian expansion will be shown to be superimposed over and de- 
pendent upon the steady influx of alien labor factors, and, in the light 
of ever decreasing European labor surpluses, the question will be asked, 
"What price growth? 11 



* W, Arthur Lewis, "Economic Development with Unlimited Supplies of 
Labor," Studies In Economic Development , Okun and Richardson, ed# (New 
York: HolF, Rinehart and Winston, 1962), pp. 279-302* 
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ECONOMIC GROWTH IN AUSTRALIA 



a) The Applicable Model 

The Lewis model says that if unlimited supplies of labor are avail- 
able at a constant real wage, and if any part of profits is reinvested 
in productive capacity, profits will grow continuously relatively to the 
national income, and capital formation will also grow relatively to the 
national income. In addition, much new capital can be created without 
reducing the output of consumer goods, provided the labor supply is suf- 
ficient (i.e., roads, viaducts, irrigation channels, etc.). This process 
of growth will continue, according to Lewis, until capital accumulation 
has caught up with population and the surplus labor supply is exhausted, 
or until real wages rise so high as to reduce capitalists' profits to the 
level at which profits are all consumed and there is no net investment. 

The first cause of growth termination is obvious and needs no further ex- 
planation, but, in order to illustrate the second cause of termination, 

Lewis defined two sectors within the economy; the capitalist sector (which 
uses reproducible capital and pays capitalists for the use thereof--! .e. , 
"industry") and the subsistence sector (which does not use reproducible 
capital and whose output per head is therefore lower--being "unf ruct if ied"-- 
than the capitalist sector). Lewis sees the subsistence sector being 
analogus to "agriculture" and as providing the source of labor for the 
capitalist sector as factors are enticed from the farm by a higher real 
wage above the subsistence level. It is the various interactions between 
these two sectors which Lewis warns may curtail growth through raising real 
wages at the expense of profits and investment. These interactions include: 
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a) absolute reduction in the number of people in the subsistence sector 
caused by too rapid accumulation of capital, b) terms of trade between the 
sectors becoming adverse for the capitalist sector, c) increased pro- 
ductivity within the subsistence sector, and, d) demands for real wage 
increases from strong labor unions within the capitalist sector due to 
the acquiring of more expensive tastes® 

At first glance, Australia hardly seems readily adaptable to the 
disciplines of Mr® Lewis and his model® A nation of only slightly more 
than eleven million people, Australia has maintained approximately the 
same number of human factors ( 600 , 000 ) engaged in agriculture since the 
turn of the century® The income of this portion of the population is, 
and nearly always has been, at least on par with those engaged in industry- 
and hence there is no native subsistence secotr (in Lewis* terms) and no 
indigenous source of f, unlimited supplies of labor. ** However, there is, and 
always has been, "abundant labor available elsewhere at a subsistence wage" 
in the form of men and women in Europe and other lands who see in Australia 
a place where they can obtain a higher real income, a better standard of 
living, a safe refuge, or some combination of all three, and are thus en- 
ticed as migrants® Lewis* subsistence sector is then, in the case of 
Australia, such other parts of the world wherein human factors receive less 
for their labors than the Australian economy is prepared to give® In terms 

of labor skills this means that in lieu of time lost and funds expended in 

/ 

educating and training people in their progression from one sector ("farm") 
to the other ("factory") the migrant labor that is constantly injected 
into the Australian capitalist sector comes already prepared with educa- 
tion, skills, and training representing investment by other nations in the 
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"subs is tence sector at large, 1 * 

The application of the Lewis model to the Australian economy, the in- 
teractions between the capitalist sector and the subsistence sector (in 
the international sense of the term), and the threats posed by the causes 
of growth termination will be developed throughout this paper# 

b) Growth 3efore 1943 

Australia, at the time of its definitive discovery by Captain Cook 
(1770) was unique among large inhabitable land masses (2,974,581 square 
miles) in that it was almost completely uninhabited (except for a scarce 
350,000 aboriginals)# For well over a hundred years the continent was 
looked upon by its sovereigns in London as simply a place to exile con- 
victs (until 1840) and to absorb the human surplus of the British Isles# 

The economy of Australia developed along the path of least resistance and 
the land became a sheep pasture for the British Empire# By 1850, Aus- 
tralian flocks were supplying more than half of Britain's wool, and the 
Australian pepple— the shepherds--were in return being supplied with their 
necessities by Britain's factories# In terms of Empire economics Australia 
was "progress ing" perfectly as a reasonably well behaved source of easily 
obtainable raw materials and as a growing consumer of British finished 
goods. In terms of Empire defense Australia was only one of many far 
flung colonies that were amply protected by the invincible Navy and so, 
there was little or no incentive for any radical steps toward either popu- 
lation or industrial expansion# However, the discovery of gold in 1851, 
suddenly and dramatically propelled Australia out of its pastoral doldrums 
and changed the order of magnitude of its potential for growth# Within 
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ten years ( 1851-1861 ) population grew from 405,000 to 1,163,000 and the 
structure of society began to change. The new demand for food made total 
importation impractical and so an agricultural sector rook root. By 1870 
Australian wheat had displaced American wheat in the Australian market and 
by 1880 it had surpassed the share of Canadian wheat in the British market. 
But still, any kind of a manufacturing sector that: might contribute to 
capital formation was yet to be born. Indeed, the "strong and well or- 
ganized" unions th3t began at that time to establish a tradition of labor 
arrogance in Australia were in fact unions of miners, seamen, and sheep 
shearers.^ By the time the several colonies on the continent were federated 
into the Commonwealth of Australia (1900), a steel rolling mill, an open 
hearth furnace, and an electrical apparatus factory had been accumulated, 

but the status of almost total dependence on the rest of the Empire was 
2 

hardly changed. 

World War I provided the incentive for the development of a viable 
manufacturing sector. Not only was Australia suddenly isolated from Britain 
and British goods by the latter’s preoccupat ion with the war but there was 
also a sudden demand for war materials that could be manufactured locally 
with the potential at hando Textile and clothing industries were followed 
by food processing, chemicals, shipbuilding, and communications equipment 
factories. By the war’s end Australian industry accounted for 2 q% of the 
total work force of 1,880,000 (of a population of approximately 4.5 million) 



For an excellent survey of Australia’s early years see C. Hartley 
Grattan, ed. f Australia (Berkeley; University of California Press, 

1947). 

2 Industrial Development in Australia (San Francisco: International 

Industrial Development Conference, 1957), p. 10. 
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and had firmly established itself within the national economy. Just how 
firmly became evident when the Great Depression was weathered with com- 
parative ease under the protection of high import tariffs. But, although 
Australia was gradually becoming less and less economically (and politi- 
cally) dependent and the potential for real growth was steadily increasing, 
the spark needed to ignite any kind of " take off" was still lacking. 

The war that came to the British Empire, and specifically to Australia, 
in September 1939, provided the required ignition* For the first time the 
very existence of Australia as an almost free and very democratic partner 
in the world wide Anglo-Saxon network was challenged* Meeting that chal- 
lenge called for complete mobilization, nearly complete self-sufficiency, 
and the most efficient use of all available resources. For the first time 
native Australians saw themselves realistically as an underpopulated, 
underdeveloped, and almost defenseless outpost of an obsolete imperial 
system. Their complacency was irretrievably lost, and in its place began 
to grow a clear desire for the type of security that only deliberate, sus- 
tained economic and social growth can provide. 

c) Growth After 1945 

World War II left Australia with a legacy that combined a wide open 
market for her export products with the release of pent-up demand for con- 
sumer goods which traditional foreign source^, damaged by war, were not 
ready to supply. The Labour Government, which had been in control through- 
out the war, committed itself to policies of full employment, encourage- 
ment of a large public and private investment program, and increased pro- 
duction capacity. Four years of experience in running Australia^ wartime 
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economv contributed to success and by 1949 twenty-five per cent (550 
million pounds) of the national income was being reinvested in domestic 
capital formation. The government was eager to host foreign capital in- 
vestment as well and in many cases provided foreign owned corporations with 
factory facilities left idle when war production ceased. As an incentive, 
development costs were treated as expenses— not capital investment--and 

were written off for tax purposes. Low interest loans were easily obtain- 

3 

able and often the government guaranteed share purchases. By 1953, 
private overseas investment amounted to 819 million pounds, or 107 * of 
total investment (62? 0 came from the United Kingdom, and 267, from the United 

4 

States and Canada), 

One of many examples of the chain reaction in post war growth began 
with a radical increase in foreign demand for Australian primary products, 
such as wheat and wool# Because of labor supply limitations (the popula- 
tion in 1945 being 7,5 million) primary producers were forced to intensify 
their capital in erder to meet demands. The capital could have been im- 
ported, but under the government's program of industrial expansion, local 
suppliers were found and encouraged. Imports, in fact, were subject to 
rigid controls from 1952 to I960, Local production of farm machinery 
created increased demands for steel and metal products. Steel production 
demanded electricity and coal, and electricity in turn demanded more coal, 
and later oil. In nearly every case the raw materials were available 

. 3 

"The World's Newest Frontier," U, S, News and V. T orld Report , April 
19, 1965, pp, 68-72. 

^ ^stra lia--An Economic and Investment Reference (Melbourne: The 

Specialty Press, I960), p. 6# 
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within the Australian continent and wherever it was necessary the govern- 
ment did what was required to insure easy access for the growing industry.^ 
Sponsoring growth to this extent was, of course, costly and necessitated 
borrowing from abroad (the International gank, the United States, the 
United Kingdom, Switzerland, and Canada) the equivalent of 661 million 
pounds by June 1959. Service on the overseas debt amounted to 25 million 
pounds that year, which, added to 53 million pounds in profits (the average 
annual rate of profit of direct United States investment in Australian 
manufacturing industries has been 23.17.^), dividends and other income re- 
mitted overseas and 38 million pounds profits accruing overseas but not 
remitted totalled 116 million pounds 0 ^ However, this amount represented 
(in 1959) only about 137 0 of Australia^ export proceeds (the debt/service 
ratio had been, and is, steadily declining) and was an acceptable price 
to pay for the development of an economy that would quadruple its gross 
national product in fourteen years (to 1959), and reach an annual growth 

g 

of more than 97. by 1964. The fact that nearly the entire overseas debt 
(807 o ) was contracted not to add to consumption in Australia, but rather to 
contribute to productivity of the economy as a whole by decreasing imports 
and fostering Instead domestic production to facilitate the increase of 



An exhaustive account of the development of eleven basic industries 
in Australia is given in Alex Hunter, ed., The Economics of Australian 
Industry (Melbourne University Press, 1963)® 

( Tib id ., p 0 168. 

7 Austra 1 la--An Economic and Investment Reference , p. 6. 

S United Nations, Monthly Bulletin of Statistics , February, 1966, 
p. 170* For a graphic iTlustration of "postwar growth in GNT see Figure l 
in the Appendix. 
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exports argues well, as C. P. Kindleberger has demonstrated, for 

Australia's "capacity to repay." Hut what of the "capacity to absorb'* 

both the foreign and domestic investment capital which the benevolent 

♦ 

government had taken pains to make available? And what of Lewis’ causes 
of termination of growth? In order to handle these questions it becomes 
necessary to look beyond the factors of capital and raw materials to the 
key to our model and perhaps the most important factor in the growth 
process-*- the quality and quantity of the supply of human labor* 



Sir John Crawford, "The Jolt of the Common Market," The Saturday 
Review of Literature , January 12, 1963, p. 31. 

^(5 Charles P. Kindleberger, Economic Development (2nd ed., New York: 
McGraw-Hill, 1965), pp. 328-332. 



II. IMMIGRATION IN AUSTRALIA 



a) The Migration Process 

The ambitious plans of Australia’s post war government very quickly 
exhausted the domestic labor supply and a condition of ’’full employment” 
was reached almost immediately. Pressure for wage increases began to 
build up, but, in Australia, wages are determined by the central govern- 
ment (the Commonwealth Court of Conciliation and Arbitration) and the in- 
dustrial courts of the States, and therefore control could be exercised to 
prevent large rises in consumption at the expense of capital formation.* 
Nevertheless, if expansion were to continue, a continuous supply of labor 
input had to be found. 

Before World War II migration to Australia had been allowed to pro- 
ceed at a haphazard rate and little attention was paid to the demographic 
effect on the Australian work force. Indeed, the primary consideration had 
been the relief of Britain’s unemployment problems. A secondary considera- 
tion had come to be named the ’’White Australia Policy.” Large scale Chinese 
immigration (50,000) during the gold rush period of the 1850’s had lead to 
serious competition and even racial conflict. Discriminat ion had sprung up 
on the continent and resulted, at the time of Australian federation in 1901, 



For the background of Australia’s unique wage control arrangements see 
the Official Year Book of the Commonwealth of Australia (Canberra: Common- 

wealth Bureau of Census and Statistics, 1965), pp. 449-471. For an examina- 
tion of the wage regulating machinery and the functions of the courts in this 
regard see Dr. J. E. Isaac, ’’The Claim for a 10 Pound Basic Wage in Australia,” 
International Labor Review , January, 1951, pp. 149-177. For an example of 
government restraint of wage increases see ”New Round of Wage Increases,” The 
Round Table , June, i960, pp. 316-318. Figure 1. \,see Appendix) compares wages 
and salaries with the Gross National Product. 
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